Chapter five 


Strategy implementation 






Concept 

Strategy implementation may be defined as the sum total of the 
activities required for the successful execution of strategy. 

Or It involves translation of strategic thought into strategic action. 

The essence of strategic management lies in strategy 
implementation. 

It affects an organization from top to bottom and all functional or 
divisional areas. 

Definition: 

"Strategy implementation is the process by which 
objectives,strategies and policies are put into action through the 
development of programs budgets and procedures". 

Wheelen and Hunger 



Organizational structures 

Enterprenuerial structure: 

-The owner or manager makes all major decisions 

-The staff serves as the assistant of managers. 

-The structure is characterized by informal- relationships,few rules, 
limited task specialization, and informal information systems. 

-The cordination is relatively high due to frequent and informal 
communications b/w the owner- manager and employees. 

-Suitable when the size of the organization is small. 

Functional structure: 

-It allows functional specialization. 

-It consists of a chief executive officer and with the functional line 
managers in functional areas such as production accounting marketing 
etc. 

-it facilitates active sharing of knowledge within each functional 

area. 

-This organizational structure is simple and economic. 

-It ensures proper allocation of resources among the functional 

units. 

-This structure is suitable for the organizations pursuing low level 
diversification strategy. 



Divisional structure: 

-It consists of a corporate office and operating divisions which 
represents a separate business or profit center. 

-It encourages management development. 

-It encourages the management to concentrate on the business and 
functional strategy. 

-It enables the top managementto monitorthe performance of each 
business accurately and look for ways of improving performance. 

-It is suitable for the business having multi products. 

-It facilitates comparisions between divisions, which improved the 
resource allocation process. 

Matrix structure: 

-It is the most complex of all structures. 

- it depends upon both horizontal and vertical flows of authority and 
communication. 

-It include dual lines of budget authority with dual sorces of reward 
and punishment, shared authority, dual reporting channels, and a need 
for an extensive and effective communication system. 



-It enables organizational effectiveness by utilizing the resources in 
an optimum way. 

-It facilitates communication by enhancing motivation and 
commitment of the employees. 

-Functional resources are shared. Individuals with a high degree of 
expertise can divide their time as needed among projects, and they in turn 
develop their own skills and competencies more than in other structures. 

Network structure: 

-Also called as virtual structure or non structure. 

-It is a series of independent business units linked together by 
computers information system that designs, produces, and 
markets a products or service. 

-It is most useful when the environment of the firm is unstable. 

-Underthis manufacturing is subcontracted or out sources to 
other companies in low-costs locations around the world. 

-It provides flexibility to an organization to cope with rapid 
technological change and environmental dynamism. 

-It allows an organization to concentrate on its core 
competencies. 



Strategic Leadership 


.Is concerned with creating a shared vision of 

where the organization is trying to get to, and 
formulating strategies to bring about the changes 
needed to achieve this vision. 

.It is the ability of the leaders to communicate 

organizational goals clearly and guide employees 
to focus their attention on achieving these goals. 

The role of the strategic leaders should be to 
encourage and create an organizational culture 
that empowers individuals to respond to 
opportunities. 





Leadership and management 

• Leadership: 

....is about dealing with change. 

....is concerned with setting the direction for organizational change. 

....It is about producing a vision and developing strategies to realize 
that vision. 

....It includes motivating and inspiring the employees. 

Management: 

.Is all about coping with complexity to produce orderly and 

consistent results. 

.It is also involved in controlling the behaviour and problem 

solving to ensure strategy is implemented. 

.a role of management is to develop coherent systems which will 

allow plans to be efficiently implemented. 

.It involves organizing and staffing to achieve Strategy. 

.It is about pushing people in a given direction. 

.Planning and budgeting is also concerned with management. 









The learning organization 


Only sustainable competitive advantage is the speed & 
ability of an organization to learn. 

In past there were great leaders who thought and learned 
for an organization. These included Thomas J. Watson of 
IBM, Alfred Sloan of General Motors and the eponymous 
Henry Ford and Walt Disney. 

A transition form adaptive learning to generative learning 
can be seen in the Total Quality movement TQM in Japan. 

A major reason for success of Japanese automobiles co's 
such as Toyota and Honda is their ability to view issues in 
manufacture in a systematic way. 

The leadership role in a learning organization is one of 
designer, teacher and Steward. 



The learning Organization-Leadership 

roles 


The leader as a designer: 

....The leader's role as designer can be seen in the building 
of the core values and purpose of the organization.The other aspects of 
the leader as designer include developing the strategies and structures 
that help to convert organizational values and purposes into business 
decisions. 

The leader as a teacher: 

....The leader as a teacher involves helping individuals in the 
organization to be aware of their mental models and the assumptions on 
which these are based.Leaders in learning organizations influence 
individuals perceptions of reality at three levels such as events, patterns 
of behavoiur and systematic structure. 

The leader as Steward: 

.It involves stewardship for all people in the organization 

that he directs. It also involves stewardship for the purpose and the core 
values on which the organization is based. 




The learning Organization-Leadership 



The leadership skills need to be dis'se 
not the preserve of a few key individuals. They are 

-Building a shared vision: 


maxed through the organization.They are 


...Creating a shared vision is an ongoing process which 
involvesthe leader sharing vision with members of the organization to ensure 
that it accords with their own personal values. 

-Surfacing and testing mental models: 


...If the leader is to attract new and innovativeideas, 
another leadership skill which needs to be disseminated throughout the 
organization issurfacing & testing mental models.The leader needs to ensure 
that members of organization can differentiate b/w generalizationand 
observable facts on which they are based. 


-Systems Thinking: 

....To engage in systems thinking leaders need to move 
beyond a blame culture. They need to discern the interrelationships b/w actions 
.they should recognize that small well-focused actions can have magnified results 
Jfthey occur in the right places. A visionary leader who deals only in events 
or patterns of behaviour will disseminate a responsive culture rather 
than a generative one. 



Emotional intelligence and leadership 

performance 


• Emotional intelligence: 

...Is an ability to recognize your own emotions and the emotions of 
others. 

...Emotional intelligence is manifest in self awareness, self regulation, 
motivation, empathyand social skills. 

a) Self awareness: 

....is an ability to speak candidly about one's own emotions the 
impact they have on one's work as well as their effect on others. 

b) Self regulation: 

.... Is a recognitionthat as human beings we are driven by our 
emotions but we can also managethem and channel them for productive 
purposes.leaders whoare in control of their feelings and emotions can 
create an environment characterized by trust and fairness. 

c) Motivation: 

.is a desire to achieve for the sake of achievement. People who are 

motivated will be passionate about their work and actively seek ways to 
improve what they are doing. They constantly seek to measure their 
individual performance and that of their organization. 



d) Empathy: 

....implies that leaders will consciously consider 
employees' feelings as well as other factors when they 
are making decisions.lt is required to interpret 
accurately what people from different regions and 
cultures may be saying. 

e) Social Skills: 

....concern our abilities for managing relationships 
with others. It involves moving people in a desired 
direction.They are the culmination of self-awareness, 
self regulation , motivation, and empathy. 




UNIT-ONE 

INTRODUCTION 




Meaning of strategic management 

Strategy: 

.is a means to achieve long-term objectives. 

.is a long term action plan formulated and 

implemented for a sustainable competitive advantage. 

.is a potential plan of actions that include top 

management decisions and significant amount of 
resources. 

.likely to be concerned with the long term 

direction of an organization. 

Definition: 

"Strategies are the means by which long-term 
objectives will be achieved". 


-David 







Meaning of Strategic Management 


Strategic Management: 

.is a process that involves strategy 

formulation and implementation efforts that 
result in positive outcomes. 

.is a set of decisions and actions related to 

formulation ,implementation and control of 
strategy. 

.or, includes understanding the strategic 

position of an organization, strategic choices for 
the future and turning strategy into actions. 






Definitions of strategic management 


Wheelen and hunger, 

"Strategic management is a set of 
Managerial decisions and actions 
that determine the long run 
performance of an organization". 



Importance of Strategic Management 


Builds synergy 

Deals with opportunity and Threats 
Exploits core competency 
Strategic fit 
Competitive capability 
Organizational unity 
Resource Maanagement 
Organizational effectiveness 
Manage change. 



Strategic decision 

• .is selecting the best strategy among the 

alternative strategies 

• .are long-term decisions of an organization to 

achieve competitive advantage. 

• .are the means to achieve ends. 

• .are rare, directive and consequential. 

• .are big decisions and affect the whole 

organization or a large part. 

Definition: 

"Strategic decisions deal with the long run 
future of an organization and are rare, 
consequential and directive". 








Importance of strategic decisions 


Future direction 
Managerial evaluation. 

Improvement in operational capability 
Competitive advantage 
Resource management 
Stakeholder's interest 
Strategic control. 
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Management(Elements of strategic 

management 

Strategic planning: 

....is concerned with the formulation of strategy. It includes 
development of vision,mission,objectives and strategy. 

It involves: 

a) Environmental analysis: 

It is a process of study of environment to 
assess its trend and development. It collects necessary information 
from the environment &know the strategic position of the 
organization.lt includes the analysis of internal and external 
environment . 

b) Strategy Formulation: 

After the proper analysis of environment 
different strategic alternatives are developed and evaluated on the 
basis of suitability,acceptability and feasibility and best alternative is 
selected.Strategies are developed at different levels like corporate 
level,business level and functional levels. 



Process of strategic management 


• Strategy Implementation: 

In this stage /the strategies are translated into 
actions. The essential elements are : 

a) Structure design: 

Organizational structure establishes 
responsibility,accountability,flow of command and span of control. 

b) Resource planning: 

Implementation of a strategy involves commitment of 
resources like human and other resources like capital,technology and 
information.A good fit b/w resources and environmental opportunities is 
required. 

c) Management system: 

It involves formation of efficient management 
team,effective human resource management,information management 
and leadership development. 



Process of Strategic management 


Strategic control: 

It is concerned with monitoring of 
performance results, corrective actions are taken to 
resolve performance problems.Strategy is adjusted 
to the envoronmental changes. 

Feedback 


It involves revision or improvements 
of strategies as needed, control serves as the source 
of performance information, environmental changes 
necessitate revision of strategies. 



Levels of strategy 


Corporate level strategy 


I 
















Levels of strategy 

• Corporate level strategy: 

....It is overall strategy of the organization 
.is concerned with choice of direction for a firm as a 

whole. 

....It is the uppermost level of strategy. 

....It adresses the question/' What business are we in". 

...It is derived from vision and mission statement. 

....It is equally applicable to small and large 
Multinational company 

....It could be about Stability, Expansion, retrenchment, 
and combination. 

Definition 

"Corporate level strategy is concerned with the 
overall purpose and scope of an organization and how value will 
be added to different parts of the organization". 

-Johnson and Scholes 




Levels of strategy 

* Business level strategy: 

....It is the strategy for each business unit 

.or It refers to the strategy pursued by a firm to 

gain a competitive advantage by exploiting core competencies 
in specific product market. 

....It deals with the question : 'How do we 

compete'. 

....It is related about how to compete succesfully 
in the market. 

....It could be about market development, product 
development, positioning, resource allocation,etc. 

Definition 

"Business unit strategy is about how to compete 
successfully in particular markets". 

-Johnson and Scholes 




Levels of strategy 

• Functional level strategy: 

..It aims at bringing effectiveness in different functions 

of a business. 

....also called as operational level strategies. 

....they deal with the question: 'How do we support 
the business level strategy?'. 

....are prepared for a year or even less than this . 

....resources, work processes, information and 
manpower are integrated to bring effectiveness in the business and 
corporate level strategies. 

.Production strategy, Marketing strategy,HR 

strategy, Finance strategy R&D strategy are the functional 
strategies. 

Definition: 

"Functional strategy is the approach taken by a 
functional area to achieve corporate and business unit objectives 
and strategies by maximizing resource productivity" . 

-Wheelen and Hunger 




Strategic planning 

Concept: 

....is a long run plan of an organization. 

....is a long range plan for five years and more. 

....is organization wide and is prepared by top 
management. 

....provides broad direction to take the organization 
where it wants to be in the long run. 

....its thrust is to search for sustainable competitive 
advantage for the organization. 

....it establishes vision,mission, objectives and strategies 
for an organization. 

Definition 

"Strategic planning results in actions designed to 
implement a strategy". 


-Azher Kazmi 



Features of Strategic Planning 


Future oriented 

Based on environmental analysis 

Longterm 

Strategic fit 

Involvement of top management 
Set of priority 
A mean only. 



Classroom presentation by 
students(Sunday-27-2-2074) 

Changes in approach to Strategic 
Management 

Different perspectives on Strategy 
formulation. 



Need for strategy 


To defeat new entrants 

To maximize earnings 

To minimize the supplier's pressures 

To counter substitute products through quality 
product differentiation 

To acquire a strategic position. 



Company values(Core values) 

• ....are the beliefs,traits,and behavioral norms that 
company personnel are expected to display in 
conducting the company's business and pursuing its 
strategic vision and strategy. 

• .the operating philosophy or principles that guide an 

organizations internal conduct as well as its 
relationship with it's customers,partners and 
shareholders. 

• .a principle that guides an organization's internal 

conduct as well as its relationship with the external 
world. 

• .are usually summarized in the mission statement or 

the company's statement of core values. 






UNIT-TWO 


VISION AND MISSION, 
OBJECTIVES AND STRATEGY. 



Concept of strategic vision 

• Strategic vision: 

....is the picture of desired future state of an 
organization that reflects a firm's values and aspirations. 

....specifies the direction that a company intends to 
follow in developing and strengthening it's business. 

....reflects the uniqueness about the organization to 
make it different. 

....engages and inspires people towards organizational 

objectives. 

Definition 

"A vision statement presents the firm's strategic 
intent that focuses the energies and resources of the company on 
achieving a desirable future." 


-Pearce and Robinson 



Communicating the strategic vision 

• The Strategic vision should be well communicated 

to all managers employees and external stakeholders by the 
executive of an organization. 

• The management of an organization must be able to convince the 
stakeholders about the strategic vision. 

• The frontline employee should understand the strategic vision is 
reasonable and beneficial. 

• A clearly communicated strategic vision provides long term 
direction to the organization. 

• It helps to win the support and commitment of the employees and 
stakeholders. 

• It also helps employees stay engaged in the strategic planning 
process. 

• It should always be imprinted in the minds of the employees and 
managers and then translated into objectives and strategies. 

• It provides the rationale for the new strategic vision and company 
direction to remove resistance to change. 

• The essence of vision should be expressed in the catchy and easily 
remembered slogan. 




Developing strategic vision 


The following are some steps to develop the strategic vision: 

All the managers from top to lower level should be involved in 
the process of developing the strategic vision. 

The managers should be asked for review related literature on 
the statements and prepare a strategic vision and mission 
statement forthe organization. 

The statements prepared by different managers should be 
merged into a single document and distribute the draft 
statements to all managers. 

A meeting of managers should be held for modifications 
additions,and deletions if needed and revise the documents. 



The development of strategic vision provides an 
opportunity for strategists to obtain needed support 
from all the employees and managers. 

Some organizations use group discussions to develop 
and modify the existing statements. 

An outside consultant or facilitator may also be hired 
to manage the process and help draft the language. 

After preparing the statements, decisions on howto 
communicate it to all managers,employees and 
external stakeholders are needed. A videotape may be 
prepared to explain the statement. 



Concept of objectives 


Objectives: 

....are the end results of planned activity. 

....are the desired outcomes for individuals, groups, or 
entire organization. 

.are long term ends that the organizations seek to 

achieve through their existence and operations. 

....They state what is to be accomplished by when and 
should be quantified if possible. 

....are of two types :short term and long term. 

Definition: 

"Objectives are an organization's performance 
targets - the results and outcome it wants to achieve. They 
function as yardsticks for tracking an organization's performance 
and progress". 




Levels of objectives 

Objectives are formulated at the following levels: 

-Corporate Level: At this level, objectives reflect overall scope of 
the organization.They are formulated to learn how to run a firm 
in structural and financial terms and how to allocate resources 
optimally to different operations and activities. 

• Business Level : At this level, objectives are formulated to 
compete in the market. They try to express which specific 
product will be selected to compete on a low cost basis in the 
market to achieve organizational objectives. 

• Operational Level: At this level, objectives express how the 
different functions help to achieve competitive advantages.They 
generally state about product promotion,training and 
development, risk management,etc. 

• Operating unit Level: At this level ,obectives are formulated to 
express the responsibility of plant managers,geographic unit 
managers and mangers of frontline operating units. With this 
they can easily compete in the market to get competitive 
advantages. 



Behavioural Level: At this level, objectives are 
formulated to enhance the customer's welfare and 
satisfaction. 

Confidence Level: At this level, objectives are set to 
increase the confidence with stakeholders such as 
customers, suppliers, employees,etc. 

Ethical level: At this level, objectives are set by a firm 
to be accepted the society at large. By means of 
objectives , a business defines the code of conduct 
and its social responsibility. 



Linking vision and mission with 

company values 



Crafting a mission statement 



Crafting objectives 



UNIT-THREEE 


STRATEGIC ANALYSIS 








Concept of Environment 

• Concept: 

...refers to institutions or forces that affect the 
organization's performance. 

....includes factors outside the firm which can 
lead to opportunitiesfor or threats to firm. 

.or refers to the forces that create conditions 

and influences on the capacity of a firm to compete in the 
market. 

.It works as a force -internally and externally. 

Definition 

"An environment refers to institutions or forces that 
are outside the organization and potentially affect the 
organization's performance". 


Robbins and Coulter 





General Environment 

• ....is the environment external to organization. 

• ....provides threats and opportunities to the 
organization. 

• ....consists of political-legal, social-cultural, 
economic and technological factors. 

• ....not under the control of organization. 

• Consists of: 
l)Economic factors: 

The organization must consider economic factors 
such as availability of credit, the level of 
disposable income, inflation and propensity of 
the people to spend. 



General Environment 


2) Political —legal environment; 

The managers ,while formulating the strategy must 
consider the political direction and political stability. The 
other factors influencing the firm are; political 
philosophy,political system,political institutions,legal sytem, 
courts,administration of law,etc. 

3) Social-cultural environment; 

Social and cultural factors also affect the organizational 
activities. They are demography,pressure groups,reference 
groupsjifestyle, social class, religion,language,etc. 

4) Technological factors : 

It includes Level of technology, pace of technologyresearch 
and development technology transfer,etc. 



Environmental Scanning 

Scanning is acquiring information about environmental 
uncertainty, complexity and dynamism. 

Scanning is done to detect the trends and create 
scenarios. 

It monitors and interprets changes already underway 
and future developments in the environment that have 
potential impact on business organization. 

It is done to identify opportunities and threats for the 
organization to formulate strategy. 

Definition: 

"The process by which organizations monitor their 
relevant environment to identify opportunities and 
threats affecting their business is known as 
environmental scanning". 


-Azher Kazmi 



Monitoring and forecasting the 
changes in the environment 

Monitoring the environment: 

Monitoring of environment helps the organization to see how these 
general environment trends will impact on its competitive 
environment.Scanning and monitoring are inseparable, bcoz,without 
identifying the weak signals in the general environment there's no focus 
on monitoring activities. One way the organization can monitor the 
environment is to set thresholds such that any activity which occurs above 
the threshold will be monitored. 

Forecasting the environment: 

Scanning and monitoring the general environment helps the 
organization in developing viable forecasts of future trends before they 
become an unmitigated threat. This is particularly useful when dealing 
with discontinuities which evolve from weak signals that exist in the 
environment. Forecasting helps to use the information to develop robust 
strategies that ensure a degree of competitive advantage. Therefore, the 
organizations must forecast the changes that occur in the environment to 
cope up with changes and to achieve competitive advantage. 



Scenario Planning 


* Scenario planning, 

....is constructing a time ordered sequence of events 
that have logical cause and effect relationships. 

....is used to assess likely future environmental 
influences on organization. 

....it constructs pictures of possible futures. 

....It generates forecasts of different future conditions 
when the environment has high levels of uncertainty. 

Process of scenario building; 

1) Examine the possible changes and shifts in the environmental 
forces and identify uncertainties. 

2) Make plausible assumptions about future trends. 

3) Analyze industry situation that would prevail under each 
scenario. 



4) Determine sources of competitive advantage 
under each scenarios for the organization. 

5) Predict competitor's behaviour under each 
scenario. 

6) Select scenarios that are most likely to occur or 
impact on future of the organization. 

7) Use the selected scenarios for strategy 
formulation. 



PEST Analysis 


....refers to the systematic analysis of the macro 
environmental forces, such as, political, economic , social 
and technological forces influencing the organization's 
capability to work in the future and to pursue it's strategy 
to compete in the market. 

....It provides enough background to formulate and 
implement a good strategy. 

....it helps to identify future opportunities and threats to 
strategic management. 

....It also helps to develop strategic options to formulate 
strategies. 

....it assess the effectiveness of strategies to achieve 
mission and objectives of the organization. 



• PEST analysis consists of: 

P=Political factors: Government stability. 

Political system, Institutions, philosophy. 

E=Economic factors: National income trends, interest 
rates, inflation, taxation, unemloyment, business cycles, 
economic system, policies, globa ization. 

S=Social cultural factors:Demographics, 
income,education,lifestyle, attitudes, social institutions, 
social change, religion. 

T=Technological factors:Level of technology, 
technological change, technology transfer, research and 
development. 



The competitive environment-Porter's 

five forces model 

The external environment facing an organization 
consists of a general and competitive environment. 

Any changes that occur in the general environment 
have the potential impact upon the competitive 
environment. Therefore, it is important to scan and 
monitor their general environment to discern the weak 
signals that have the ability to affect or fundamentally 
change the industry within which they compete. 

The nature of competition in an industry is more 
directly influenced by developments taking place in the 
competitive environment 



Porter's Five Forces Model 

The structural analysis of competitive environment can 
be done through "Five forces framework". It is known 
as Porter's Diamond. It helps to identify the sources of 
competition in an industry. This framework states that 
the competition is a composite of five forces, 

The five forces of competion are: 

l)Potential entrants (threat of entry): 

The new entrants face barriers to entry. They need 
to overcome them to compete successfully.The barriers 
can be;Economies of scale,capitalrequirements,product 
differentiation, access to distribution channel,customer 
loyalty, experience, government actions,etc. 



2)Substitutes(Threat of substitutes): 

Substitutes are the products of firms in other 
industries.They attract customers who switch products.They 
reduce demand for a particular class of products.The threat 
of substitutes can be ;product for product substitution, 
generic substitution, substitution of the need,etc. 

3)Buyer power (Bargaining power of the buyer): 

It is the ability of the buyer to force down the 
price. Buyer power will be high in following circumstances; 
Concentration of buyers, large number of small suppliers, 
high material cost, low cost of substitution, backward 
integration,etc. 



4) Supplier's power (Bargaining power of the supplier): 

It is the ability of supplier's to force price up. 
Supplier's power is high in following circumstances; 
Concentration of supplier's, high switching costs , powerful 
brand, few substitutes, fragmented buyers, forward 
integration,etc. 

5) Competitive rivalry(Among competing sellers): 

It is among firms with similar products and 
same customer group, or it is among sellers. Each seller 
aims for bigger sales and stronger market position. 
Competitive rivalry is higher in following circumstances; 
High exit barriers, balance among competitors. Low 
switching costs, high fixed costs, slow market growth,etc. 



Strategic implications of Five -Forces 

Framework 

Attractive environment, when; 

1) Rivalry is moderate. 

2) Entry barriers are high. 

3) No substitutes exist. 

4) Weak bargaining power of supplier. 

5) Weak bargaining power of buyers. 

Unattractive environment, when; 

1) Rivalry is strong. 

2) Entry barriers are low. 

3) Strong substitutes exists. 

4) Strong bargaining power of suppliers. 

5) Strong bargaining power of buyers. 



Strategic Groups 


• A strategic group is a group of firms in an industry following the 
same or a similar strategy. 

• It consists of a number of rivals within the same industry with 
similar competitive strategies and approaches in key areas. 

• They have similar characteristics and similar image. 

• Have same types of distribution channels, use similar technological 
approaches,have comparable product lines , items and brands. 

• Sell in same price or quality image, cover same geographical areas 
and market segments, offer similar services to customers ,etc. 

• Members learn from rivals through benchmarking of best practices. 

• Definition: 

"A strategic group is the group of firms in an industry 
following the same or a similar strategy along the strategic 
dimensions/' 


-Michael Porter 




Hypercompetition 

The term hypercompetition was introduced by 
D'Aveni(1994) to explain a relentless mode of competitive 
behaviour which aims to force competitors out of industry. 

In hypercompetition, organizations aggressively position 
themselves against each other and create new competitive 
advantages which makes opponents advantages obsolete. 

In hypercompetitive environments, organizations must 
consciously disrupt their own competitive advantages as 
well as the advantages of opponents. 

Competitive advantage is seen as temporary and lasts only 
as long as it takes for competitors to catch up or out 
manoeuvre your last competitive move. 

Hypercompetition is characterized by intense and rapid 
competitive moves, and is more likely to be seen in 
industries characterized by rapid technological innovation. 



The value Net 


• The value net is a game theory introduced by Brandenburger and 
Nalebuff(1996). 

• ....represents a map of the competitive game, the players in the game, and 
their relationship to each other. 

• The players in the game are usually seen as the customers, suppliers, and 
competitors. 

• However, Brandenburger and Nalebuff also a introduce a new player 
called a complementor. 

• Complementors are organizations that supply compliments to the 
industry, in doing so, they create value for the industry and can affect its 
dynamics through their bargaining power. 

• A player is a complementor if customers value your product more when 
they have that player's product than when they have your product alone. 

• The five forces can be extended by adding complementors as an additional 
competitive force. 

• Furthermore, brandenburger and Nalebuffs inclusion of co-opetition 
moves us beyond porter's adversarial win-lose analysis and instead shows 
that it may be beneficial to co-operate with complementors to enlarge the 
market but compete with them to divide the market up. 




Internal Environment Analysis- Value 

Chain analysis 

• A value chain is a set of inter-linked value creating activities 
performed by an organization. 

• It is internal to organization and is helpful in understanding 
how value is created or lost. 

• It is a tool to analyze cost competiveness and value 
creation. 

• It plays a central role in improving cost efficiency, quality 
and customer responsiveness. 

• It describes activities within and around an organization 
which together create a product or service. 

• It identifies separate activities performed to 
produce,market ,deliver and support a product. 




Value Chain analysis 


Prof. Michael porter developed the value 
chain concept. 

It identifies two types of activities for 
an organization. 


Support 

activities 


Firm infrastructure 
Human resource management 
Technology development 


Procurement 
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Value chain analysis 

Primary activities: 

They are directly related to the creation or delivery of 
product to the customer.They consist of 5 sub-activities: 

1) lnbound logistics: Receiving and storing raw 
materials; material handling, stock control, material 
transport. 

2) Operations; converting raw materials into finished 
products; manufacturing packaging assembling and testing. 

3) Outbound logistics: Order processing and physical 
distribution. 

4) Marketing and sales: Pricing promotion and selling 
products to satisfy customer needs. 

5) Service: Installations, repairs, spares and training. 
They enhance or maintain value of product. 



Value chain analysis 


* Support activities: 

They are provided to sustain the primary activities. They 
consist of 4 sub-activities: 

1) Procurement: Activities related to processes for purchasing 
inputs. 

2) Technology development: Activities related to acquiring new 
technologies and research and development for innovation. 

3) Human resource management: Activities related to 
acquisition, development, utilization and maintenance of human 
resources. 

4) Firm infrastructure: Activities related to infrastructure 
building such as strategic planning, quality control, accounting, 
finance, information management, organization design. 

Organizations should ensure 




SWOT Analysis 

SWOT: 

• ....is an acronym used to describe the particular strengths, 
weaknesses, opportunities and threats that are strategic factors for 
a specific company. 

• ....is the base of strategy development. 

• ....It summarizes the internal and external strategic factors of an 
organization. 

• Also called as 'Situation analysis'. 

• Under this, information about external and internal environment is 
presented in a structured way. The environmental opportunities 
and threats are identified and evaluated. Similarly, strengths and 
weaknesses are located through the internal or resource analysis 
Finally a matrix is prepared to match the external components with 
the internal capabilities and develop possible strategic alternatives. 

• The main purpose of SWOT analysis is to identify the extent to 
which the current strategy of an organization and its strengths and 
weaknesses are relevant to deal with dynamic environment. 

• It can also be used to assess whether there are unique resources or 
core competencies within the organization to exploit the 
opportunities. 



Components of SWOT analysis 

Strength: 

....It is something the organization does well relative to competitors.lt arises 
from resources and competencies available in an organization. It creates strategic 
advantage. It can be unique resources, skill,image and alliancesthatgive 
competitive advantage. 


Weakness: 

....It is something the organization does poorly relative to competitors. It 
arises form deficiency in resources and competencies. It creates strategic 
disadvantage.Itcan be deficiency in resource skills, capabilitiesand facilitiesin 
relation to competitor. 

Opportunity: 

....It is a major favourablesituation in an organization'sexternal 
environment. It provides position of superiority in relation to competitors. It can 
be change in technology, market or competition. 

Threat: 

....It is a major unfavourablesituation in an organization's external 
environment.lt provides position of inferiority in relation to competitors. It can be 
new competition, new laws and recession. 

Through SWOT analysis, internal strengths are matched 
with external opportunitiesto identify strategic advantage. Similarly Internal 
weaknesses are corrected and external threats are avoided.The aim is to produce 
a fit between internal resource capability and external opportunities. 



Concept of Internal Environment 

• Internal environment, 

....is located within the organization. 

....It consists of conditions and forces that provide 
strengths and weaknesses to strategic management. 

....It defines the scope of Strategic mangement. 

....It is controllable by organization. 

....It is based on scanning of internal 
environmental forces. 


Goals, 

policies 


Culture 




Resource based view of Strategy 

The resource based view emphasizes the internal capabilities of the 
organization in formulating strategy to achieve a sustainable 
competitive advantage in its markets and industries. 

The organization as made of resources and capabilities,which can 
be configured to provide it with competitive advantage, then its 
perspective does indeed become inside-out. In other words, its 
internal capabilities determine the strategic choices it makes in 
competing in its external environment. 

In some cases, an organization's capabilities may actually allow it to 
create new markets and add value for the consumer.Ex:Apple's Ipad 
and Toyota's hybrid cars. 

This will help to identify the capabilities within its value chain 
activities which provide it with competitive advantage. 

An organization with a relatively small amount of resources but 
with big ambitions can leverage its resources to achieve a greater 
output for its smaller inputs. 



Resource based view of Strategy- 
Resources,Competencies, Core 
competencies and distinctive 

capabilities 

• Resources: 

-They are the inputsthat enable an organization to carry out its activities. 
They can be classified as tangibleor intangible. 

Tangible resources are the physical assets that can be observed and 
quantified.They are physical resources, financial resources and human resources. 

The intangible resources are embedded in routines and practices that have 
developed overtime within the organization.They include an organization's 
reputation,itsculture. Its knowledge and it's brands. 

-They serve as input in production process. 

-Resource availability and allocation are very important in strategic 
management. 

-They provide strength and enable exploitation of opportunities. 

-They enhance organizational capabilitiesand help to achieve sustainable 
competitive advantage. 

Definition 

"Resources are an organization's assets are thus the basis building blocks of 
the organization". 


-Wheelen and Hunger 



• Competencies: 

....can be defined as the attributes that firms require inorder 
to be able to compete in the market place. 

....They are the prerequisite for competing within an 

industry. 

....They derive from the bundle of resources that a firm 

possesses. 

• Core competencies: 

....A core competency is the sum of competencies that is 
widespread within the organization. 

....It is something that the organization can do exceedingly 

well. 

....is a cluster of attributes that an organization possesses 
which inturn allow it to achieve competitive advantage. 

....They are the firm's important sources of competitive 

advantage. 



Distinctive capabilities 


Distinctive capabilities: 

..are important in providing an organization with competitive 
advantage. 

....an organization's capabilities are only disntinctive when they 
emanate from characteristic which other firms do not have. 

.They derive from three areas; architecture, innovation,and 

reputation.These inturn are linked to relationships between an 
organization and itsstakeholders.lt is these relationships which 
allow an organization'sresources to provide with distinctive 
capabilities through the conduct of architechture,innovation,and 
reputation. 

.It must be sustainable and appropriable.To be sustainable it 

needs to persist over time, and to be appropriable it needs to 
benefit the organization 





Identifying sustainable competitive 

advantage 

A competitive advantage arises when an organization is implementing a 
value creating strategy that is not being implemented by current or 
potential competitors and when these competitors are unable to duplicate 
the benefits of the strategy. 

An organization's resource must have four attributes to 
provide the potential for a sustainable competitive advantage. 

Valuable resources: 

Valuable and rare resources provide a means of competitive 
advantage .Resources are valuable when they enable a firm to formulate 
and implement strategies that improve its efficiency and effectiveness. 
However, if organization is to achieve sustainable competitive advantage, 
it is necessary that competing organizations cannot copy these resources. 

Rare resources: 

A valuable resource for impelementing a strategy is undoubtedly 
leadership, but if this resource is not rare then many organozations will 
also be able to formulate and impelement the same strategies . Hence, 
resources should be rare so that the competitor cannot copy . 



* Difficult to imitate: 

If organization is to achieve sustainable competitive 
advantage it is necessary that competing organizations 
cannot copy these resources. Wehre resources can easily 
be imitated , competitors will simply compete away an 
organization's abi ityto generate above-average returns. 

* Substitutability: 

It implies that there must be no strategically equivalent 
valuable resources that are themselves not rare or that can 
be imitated.Two valuable firm resources are strategically 
equivalent when they can be exploited separately to 
implement the same strategies. 



Criticisms of resource- based view 


Although there are benefits to the resource based view of 
strategy, it is not without criticisms. 

-A common criticism made of the resource- based view 
is that it says very little on the important issues of how 
resources can develop and change over time. 

-At the same time, The dynamic role played by 
individuals within organizations is often assumed to be self- 
evident and therefore, seldom addressed. 

-Others have argued that the resource-based view of 
strategy lacks detail and is therefore difficult for 
organizations to implement it. A more detailed roadmap is 
required if it is to prove useful to organizations. 




Knowledge Management 

....refers to processes and practices through which organizations 
generate value from knowledge. 

For the organization, managing knowledge will require an 
understanding of its characteristics.If organizations are to learn and 
grow, they need to be able to share tacit knowledge effectively. 

Tacit knowledge, is the knowledge that is not easily communicated, 
because it is deeply rooted in employee experience or in a 
corporation's culture. 

Where as, explicit knowledge can be easily communicated and 
transferred toothers. 

However, managing the tacit knowledge throughout all areas of the 
organization is a daunting task.So, if an otganization is to learn in 
ways that benefit its performance,individual and groups within the 
organization must be willing to modify their behaviour accordingly. 



Chapter-Four 



Strategy -Formulation 


Concept of Strategy formulation 


Strategic Formulation; 

• ...Is an intellectual process of planning the work. 

• ....or it is a process of decision making in order to define a firm's 
strategy. 

• ....or it is the process of choosing the best possible strategic 
alternatives out of available alternatives. 

• Definition: 

"Strategy formulation is designed to guide executives in 
defining the business their company is in, the aims it seeks, and 
the means it will use to accomplish these aims....Strategy 
formulation combines a future-oriented perspective with concern 
for a firm's internal and external environment in developing it's 
competitive plan of the action " 


-Pearce and Robinson 



Business Level Strategy-Generic 
Competitive strategies 

Porter(1980) developed three generic strategies 
to help an organization outperform rivals within 
an industry, and so successfully position itself 
against the five forces. 

These strategies are referred to as generic 
because they apply to different types of 
organizations in different industries. 

The three generic strategies are: 

-Overall cost leadership strategy 

-Differentiation strategy 

-Focus Strategy. 



Overall cost leadership strategy 


Cost leadership strategy 

....is an attempt to produce goods or services with features 
that are acceptable to customers at the lowest cost, relative to that 
of competitors. 

....It aims to offer standardized products to the customers at 
lower price than the competitors. 

.It attempts to reduce cost and increase the market share by 

providing acceptable products. 

.under this, the overall profit increases due to higher sales 

irrespective of the lower price. 

.costs are minimized with proper coordination among the 

functional units of the business. 

.This strategy is successful when customers are price 

sensitive. 







Differentiation Strategy 


Differentiation strategy is an attempt to offer the 
products Which are distinct in the perception of 
customers. 

The differentiation may be based on product 
parameters,services back up, promotion and 
image. 

The product is differentiated through the unique 
product performance features and 
services,adopting new technologies or providing 
detail information about the product. 



Focus Strategy 


....is an attempt to produce goods or services that serve 
the needs of a particular competitive segment. 

Firms adopt a focus strategy when they utilize their 
core competencies to serve the needs of a particular 
industry segment or a different segment of a product 
line, and a different geographic market. 

Focus strategy intends to serve a particular segment of 
an industry more effectively than the competitors do. 

The companies with focus strategy get success when 
they understand the unique needs of the segment and 
the competitors choose not to serve that segment. 



The industry life cycle 


Industry life cycle suggests that industries go through 
four stages of development which include; 
introduction, growth, maturity, and decline 

The industry life cycle helps an organization to see how 
it is positioned in terms of the development of its 
markets. 

The different stages of industry life cycle will have an 
impact on upon competitive conditions facing the 
organization. 

Therefore, an organization benefit from an 
understanding of the industry life cycle and formulate 
its strategy to match the needs of each stage more 
closely. 



Stages of industry life cycle 

Introduction stage: 

-This stage is characterized by slow growth in sales and 
high costs as a result of limited production. 

-Organizations invest in research and development to 
produce new products. 

-Profits will be negative as sales are insufficient to 
cover the capital outlay on research and development. 

Growth stage: 

- In this stage, the sales increase rapidly as the market 
grows, allowing firms to reap the benefits of economies of scale. 

-The increase in product sales brings greater profits 
which inturn attracts new entrants to the market. 

-A firm spends more on marketingactivities 
i.e.(promotion ). 

-A goal for the firm is not merely to attract new 
customers but to ensure that customers repeat their purchases 



Maturity Stage: 

-In this stage, a gradual decrease in sales growth and 
profits can be seen as the market becomes saturated. 

-Firms will begin to exit the industry and low cost 
competition based on efficient production and technically proficient 
processes becomes more important. 

-Rivalry becomes more intense within the industry. 

-The firm should find new ways like innovation and 
find new consumer markets. 

Decline stage: 

-In this stage,firms experience a fall in sales and 

profitability. 

-Competition wthin an industry will be based on price. 

-Firms will continue to exit the industry and 
consolidation may occur as a strategy for firms to achieve 
acceptable products. 



Corporate level Strategies 

Corporate level strategy is the uppermost level of 
strategy. It is derived from the vision and mission 
statement.lt is related to the choice of direction for a 
firm as a whole.lt adresses the question as "What 
business are we in?" 

.is concerned with how a parent company adds value 

across the businesses that make up the organization. 

Where a corporate parent adds greater value,the 
organization is said to achieve synergy. Synergy occurs 
when the total output from combining businesses is 
greater than the output of the businesses operating 
individually.lt is often described mathematically as 
2+2=5. 




Growth strategies 


Growth strategy is designed to achieve growth in sales, 
assets, profits or some combinations. 

Companies that aim to expand business pursue this 
strategy. 

It enables co's to take advantage of tha experience curve 
and reduce the per unit cost of products sold, thereby 
increasing profits. 

There are four strategies that an organization can follow: 
-Market penetration 
-Market development 
-Product development 
-Diversification 



Growth strategies 


Market penetration: 

-In this strategy an organization seeks to increase 
the market share in its existing markets by utilising its 
existing products. 

-Its aim is to attract new customers, and to get 
existing consumers to increase their usage of the 
product or service. 

-It relies upon the organization's existing resources 
and capabilities,and therefore is relatively low risk. 

-To achieve market penetration, the organization 
usually improve its product quality and levels of 
service. 



Market development: 

-Involves entering new markets with the firm's existing 
products. 

-This may be done by targeting new market segments 
and new geographical areas, or by devising new uses for its 
products. 

-The existing product may undergo some slight 
modification to ensure that it fits these new markets better. 

Product development: 

-Involves developing new products for your existing 
markets. 

-The ability to innovate is crucial in developing 
products for rapidly changing consumer markets. 

-This strategy is necessary where organizations are 
faced with shorter product life cycles. 



Diversification: 

-It occurs when an organization seeks to 
broaden its scope of activities by moving into 
new products and new markets. 

-Although this will involve the greatest level 
of risk it may be necessary whre an organization' 
existing products and markets offer little 
opportunity for growth. 

-However this risk can be mitigated by the 
organization by diversifying into related 
businessses. 



Related Diversification 


...refers to entry into a related industry in which 
there is still some link with the organization's 
value chain. 

....the aim is to choose an industry in which it 
retains a close match with the resources and 
capabilities which provide it with competitive 
advantage in its current industry, and thereby 
creates synergy. 

Related diversification can be can be separated 
into: a)Vertical integration and 

b)Horizontal integration. 



Vertical integration occurs when an organization goes 
upstream,i.e. moves towards its inputs, or 
downstreams,i.e. closer to its ultimate customers.The 
more control, the organization has over the different 
stages of its value chain, the more vertically integrated 
it is. 

Horizontal integration occurs when an organization 
takes over a competitor or offers complementary 
products at the same stage within its value chain. 
Horizontal integration can be achieved through internal 
development or externally through acquisitions and 
strategic alliances. 



Unrelated Diversification 


Unrelated diversification refers to a situation where an 
organization moves into a totally unrelated industry. 

Also called as conglomerate diversification as it 
involves managing a portfolio of companies. 

It is pursued if the current industry is unattractive and 
that the firm lacks outstanding abilities or skills that it 
could easily transfer to related products or services in 
other industries. 

The following are the some of the reasons for 
diversification: 

• -Reduce the effect of climatic and cyclical fluctuation on demand. 

• -Availability of production capacity and fund. 

• -Existing market is declining. 

• -Specific opportunity is created by diversification 



Implementing Growth strategies 


We have seen that in pursuing a strategy of 
growth the organization is faced with either 
concentrating upon its existing industry or 
diversifying into new industries.We can now turn 
our attention to looking at how these different 
corporate strategies can be implemented. This 
includes: 

-Mergers and Acquisitions 
-Internal developments 
-Joint ventures and 
-Strategic alliances. 



* Mergers and acquisitions: 

...A merger occurs when two organizations join 
together to share combined resources. 

...A merger implies that both organizations 

Accept the logic of combining into a single organization and 
willingly agree to do so. 

....Shareholders from each organizations become 
shareholders in the new combined organization. 

....In acquisition, an existing organization takes over 
another organization through purchase of shares or 
ownership. 

....Merger can be horizontal, vertical, concentric or 
conglomerate . 



Internal development: 

....is a managerial approach to develop strategies by building 
and developing organization's own capabilities. 

....It is the primary method of strategy development. 

....under this method, internal strategic factors are developed 
for strategic success. It is also called organic development as it 
involves building up an organization's own resources and 
competencies. 

....product development, market development, competence 
building through learning, cost spread are the ways to achieve 
internal development. 

Joint Ventures: 

.A joint venture is a strategic alliance in which two or more 

firms create a legally independent company to share some of their 
resources and capabilities to develop a competitive advantage. 




....It is effective in establishing long-term relationships and in 
transferring tacit knowledge. 

....Normally, the partners own equal percentages and 
contribute equally to the venturer operations. 

....Firms need to combine their resources and capabilities to 
create a competitive advantage when they intend to enter highly 
uncertain markets. 

Strategic alliances: 

....are partnerships between firms whereby their resources, 
capabilities and core competencies are combined to pursue mutual 
interests in designing, manufacturing, or distributing goods or 
services. 

....Strategic alliances may be formal or informal normally 
decided by ownership or no shareholdings. 

....Formal alliances are clearly defined and guided by the 
contractual agreements between the firms. Whereas, informal 
alliances are defined by loosely made contracts and networking by 
different firms to undertake their business. 



Portfolio Analysis-Boston Consulting 

group Matrix 

Portfolio analysis is an approach to corporate 
strategy in which top-management views its 
product lines and business units as a series of 
investment from which it expects a portfolio 
returns. 

Portfolio is range of investments held by an 
organization. 

Thus, portfolio analysis enables an organization 
to revise and refresh the portfolio by closing 
down the unprofitable business units or products 
and adding new investments in a profitable way. 



BCG-Matrix 

....is the simplest way to portray a co's portfolio of 
investment. 

It was developed by Boston consulting group. 

In BCG matrix, each of the co's product lines or 
business units is plotted according to the growth 
rate of the industry in which it competes and its 
relative market share. 

The four cells of BCG matrix are: 

-Stars 

-Cash cows 
-Dogs 

-question marks 



High 


High 

Market 

growth 


Star 


Cash cows 


Low 


Market share 


Low 


Question marks 


Dog 










Stars: 

....are those business units which have rapidly growing markets 
with large market share. 

....They represent the best long run opportunities i.e. growth 
and profitability in the firm's portfolio. 

....They are usually able to generate enough cash. 

....However, they also use large amounts of cash to maintain 
their high share of the market. 

...Organizations lays high priority to stars as they have 
potentially bright future. 

....When their market growth rate slows, stars become cash 
cows. 

Cash cows: 

....Are those business units which have high market share but 
low market growth rate. They were yesterday's stars. 

....They generate enough cash needed to maintain their market 
share. 

....They have low costs relative to competitors. 



....They do not require further investment 
bcoz of their stable growth. 

....They provide a foundation for the firm from 
which it can launch new initiatives. 

Dogs: 

....are the business units with low market 
share and low growth rate. 

....They need more cash to survive. 

....They pose very low competitive position 
because of high costs, low quality and low profits, 

....They have no future prospects. 

....This is usually a situation that firms seek to 
avoid. 



Question marks: 

.are the business units in the high market growth 

but low market share. 

.sometimes called as 'problem children' or 'wild 

cats'. 

.they need a lot of cash for development 

....They require high investment for advertisement, 
product reformulation and distribution. 

....they have uncertain future, so they should 
develop or stop the business. 






Limitations of BCG matrix 


It is difficult to assess the high and low growth rate and market 
share. 

This matrix is applicable for strategic business units only. 

The use of highs and lows to form four categories is too simplistic. 

There might be a no. of variables affecting the industry 
attractiveness besides market share and market growth rate. 

The link b/w market share and profitability is questionable. Low 
share business can also be profitable. 

Growth rate is only one aspect of industry attractiveness. 

Market share is only one aspect of overall competitive position. 

The analysis is bsed on only one competitor.The market leader. 
Small competitors with fast growing market shares are ignored. 



General Electric Matrix 


• General Electric, with the help of McKinsey & company consulting firm developed GE 
matrix. 

• GE matrix includes nine cells and is based on long term Industry attractiveness and 
competitive position. 

• The different factors included under competitive position and industry attractiveness 
in a GE matrix are as follows: 


Competitive Position 

-Market share 


Industry attractiveness 

-Market size 


-sales force 
-Marketing 

-Research and development 
-Manufacturing 
-Distribution 
-Financial resources 
-managerial competence 
-Competitive position in 
Terms of goodwill 
Product line, quality 
And reliability and customer 


-Market growth rate 
-Cyclicality 

-competitive structure 
-Barriers to entry 
-Industry profitability 
-Technology 
-regulation 

-Workforce availability 
-Environmental issues 
-Political issues 
-Legal issues 


Service. 


GE matrix 

Besides growth rate and market share of BCG 
matrix, it includes much more data in its two 
key factors in its nine cells.ait is ptesented as 
below: 


Industry 

attractiveness 

Strong 

Business strength 
Average 

Weak 

High 

l.Winners 

2.winners 

3.Question marks 

Medium 

4. winners 

5.Average 
businesses 

6. losers 

Low 

7. Profit producer 

8.losers 

9.Losers 







GE matrix(Continued) 

• As depicted in the figure, the GE business screen includes nine 
cells.The successful strategic business units in Ge matrix have high 
market attractiveness and strong competitive position. The matrix 
can be divided in three zones: 

-Celll,2 and 4 

The strategic business units in cell 1,2 and 4 are the 
winners.They should be given priority in portfolio.They get priority 
in investment. 

-Cell3,5 and7 

cell3,5 and 7 indicate the medium or average situation of 
strategic business units. They should be included in the portfolio on 
a selective basis for investment. 

-Cell6,8 and 9 

These cells are loser strategic business units. They should be 
diverted or closed down. 

In this way GE nine-cell matrix provides a mechanism for including a 
host of relevant variables in the process of formulating strategy. 



Limitations of GE Matrix 


The GE matrix is not free from limitations.some of the 
notable limitations are mentioned below: 

Since a GE matrix includes multiple variables,It can get 
quite complicated and cumbersome. 

The assessment of industry attractiveness and business 
strength/competitive position may be based on 
subjective judgements that may vary from one person 
to another. 

It cannot effectively depict the positions of new 
products or business units in developing industries. 

It provides only broad strategic prescriptions rather 
than providing specifics of business strategy. 



